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This paper studies a general equilibrium model with multiple stages of production and asynchronized
price setting that provides a new explanation for the observed persistent real effects of monetary shocks.
The key feature of the model is a vertical chain-of-production structure.  In this model, the effects of
monetary shocks on price adjustment are gradually dampened via the interactions of firms through their
input-output relations and the timing of their price decisions.  The model predicts that prices adjust by a
smaller amount and less rapidly at later stages than at earlier stages, which is supported by empirical evi-
dence.  More importantly, an increase in the total number of stages in the model leads to not only uni-
formly larger and longer-lasting real effects but also flatter paths of aggregate output response.  With suf-
ficiently many stages, the price level adjustment becomes arbitrarily close to zero and the aggregate out-
put tends to carry the full burden of adjustment.  Thus, the chain-of-production mechanism goes a long
way in propagating the shocks.
*The authors are indebted to Olivier Blanchard, V. V. Chari, and Narayana Kocherlakota for extremely helpful con-
versations on this project.  We also wish to thank Susanto Basu, Harold L. Cole, Andreas Erosa, Edward Green,
Peter Ireland, James Jordan, Nobuhiro Kiyotaki, Ellen R. McGrattan, Michael Parkin, Manuel Santos, Gustavo
Ventura, Jan Werner, and seminar participants at Boston College, Brandeis University, the Federal Reserve Bank of
Minneapolis, the University of Minnesota, Utah State University, and the University of Western Ontario for helpful
conversations.  We are especially grateful to the Research Department of the Federal Reserve Bank of Minneapolis
for providing excellent research support when we were visiting there.  The authors are responsible for any remaining
errors.  The views expressed herein are those of the authors and not necessarily those of the Federal Reserve Bank of
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